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IN MILLIONS OF U.S. DOLLARS UNLESS NOTED 


y 1988 
1986 1987 ~ Proj. 


Domestic Econ 
Population (millions) ....seeseee 


Population growth (%) ..ccccceees 
GDP in current dollars ...seocee 
Per capita GDP, current dollars ... 
GDP in local currency (1980=100) 
BS CHANGE ccccccecccccescesees 
Consumer Price Index (A) % change 


Production and loyment 
Labor force eas erecerccce 


Unemployment (avg. % for year) 
Industrial production (local 

currency base 1981=10C) 

change eeeeeeeeeeeeeeeeeeeeee 16.4 
Govt. oper. surplus or deficit 

as g of GDP e@eeeeeeveeeeeeeeee 1.6 


Balance of Visible and Invisible Trade 
Exports (F.0O.B. eoccccccccccce 48,478 
Tepoets (C.7 7s. 6écseteeeeesee 48,467 
Visible trade balance ....ceeee +11 
Foreign direct manuf. 
investment (neW) .eccccccceee * 
External public debt 
(at end-March) ..ccccccccccee 


Debt-service paid ..cercocccece 
Debt-service Owed .cecccecccces 
Debt-service ratio as % of 
merchandise EXpOrtS ..ecccees 
Foreign exchange reserves (year end) 
Average exchange rate for year 
(X=U.S. $1.00) eeeeeeeeeeeeee 
Tourist Arrivals (1,000s) ....... 
Tourism Receipts « .rccccceeeesecce 


Foreign manufacturing investment 
Total (cumulative) (year end) . 
U.S. (cumulative) (year end) ... 
U.s8. share (%) @eeeeeeeeeeneeees 


U.S.— Hong Kong Trade 

U.S. exports to Hong Kong 

(F.A.S.) eeeeeeeeseeereseeees 4,135 
U.S. imports from Hong Kong 

(C. 7.2.) e@eeeeeeeeeeeeeeaeeeese 13,500 
Trade balance eeeeeeeerseeeeecs -9,365 
U.S. share of Hong Kong's 

total exports (%) ..ccccceee 31 31 28 
U.S. share of Hong Kong's 

dmports (8) cececcecseceeses 9 8 9 
U.S. bilateral aid 

Economic/military ....cecccces N.A. N.A. N.A. 


Principal U.S. exports (1987); Elec. machinery, office machines and 


transport equipment, artificial resins & plastic materials & tobacco 
manufactures 


Principal U.S. imports (1987): Garments, electronics, elec. machinery, 
photographic apparatus & telecommunications equipment 


Sources: Hong Kong Government Census & Statistics Department 
1/ Consulate estimate 


Note: N.A. - Not Applicable * Not Available 
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Hong Kong's impressive economic performance in 1987 exceeded even 
the most optimistic expectations. Spurred for the second 
consecutive year by a boom in the external sector, real GDP soared 
by 13.6 percent in 1987, compared to 11.2 percent in 1986. The 
principal contributing factor was the high performance of domestic 
exports throughout most of the year, which registered 23 percent 
real growth in 1987 compared to 16 percent in 1986. Sustained 
strong demand in Hong Kong's major overseas markets accounted for 
much of the growth. In particular, the depreciation of the Hong 
Kong dollar, in line with the depreciation of the U.S. dollar under 
the linked exchange rate system, enhanced the price competitiveness 
of Hong Kong's products abroad. Along with strong domestic export 
performance, private consumption demand firmed as a result of rising 
wages and salaries, low interest rates and the ready availability of 
personal loan facilities from financial institutions. Investment in 
plant and machinery and in building and construction provided 
additional stimulus. Net exports of services, especially soaring 
tourist receipts, also registered strong growth during the year. On 
the negative side, inflation and labor shortages worsened. 


Trade data for the first 4 months of 1988 suggest another good year 
for Hong Kong's exports, albeit less spectacular than 1986. The 
real rate of growth of domestic exports has slowed since the third 


quarter of 1987, to 10.4 percent in April compared with 11 percent 
in the first quarter of 1988 and 28 percent in the first quarter of 
1987. Import growth, mostly attributable to the re-export trade, 
has also slackened, to 20 percent in real terms. Mitigating the 
slowdown in the external sector, however, are prevailing low 
interest rates, a thriving property market and the continued high 
level of domestic demand. Barring major downturns in world markets, 
Hong Kong should still enjoy strong real GDP growth of between 7 and 
10 percent in 1988. 


Hong Kong ranks as America's 10th largest trading partner, with 
two-way trade in 1987 of $17.6 billion (Hong Kong Government 
figures). During 1987, the United States absorbed the lion's share 
(37 percent) of the territory's total domestic exports, but U.S. 
exports to Hong Kong increased by a hefty 32 percent in real terms. 
Although the bilateral trade balance remains in Hong Kong's favor, 
the territory's surplus with the United States increased by only 
$64 million last year. 


U.S. firms can benefit from Hong Kong's industrial diversification 
and expanding services sector by aggressively pursuing opportunities 
in its open market. Best prospects for U.S. exports to Hong Kong 
include high-value agricultural products; hospital and physical 
therapy equipment; retail merchandise, food and services 
franchising; textile fabrics; computer equipment and software; 
carpets and rugs; industrial packaging equipment and materials; 
office equipment and furniture, pollution control equipment and 
plastic raw materials. 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


ECONOMIC SETTING AND GROWTH: Because of its small size and limited 
natural resources, Hong Kong is highly dependent on trade with the 
rest of the world. In 1987, the total value of visible trade 
(domestic exports, reexports and imports) amounted to $96.9 billion, 
or about 210 percent of the territory's gross domestic product (GDP). 


The manufacturing sector is the mainstay of the local economy, 
accounting for about 22 percent of GDP and 35 percent of total 
employment. Approximately 90 percent of Hong Kong's manufacturing 
output is exported. Manufacturing is concentrated in light 
industries, most notably in textiles and apparel, electronics, 
plastic products, electrical appliances and watches and clocks. 

Last year, these industries collectively accounted for 80 percent of 
the territory's total domestic exports and 70 percent of its total 
manufacturing work force. 


The Hong Kong economy enjoyed its second consecutive year of 
double-digit growth in 1987, with domestic exports providing the 
main impetus. Real GDP rose by 13.6 percent, about 2 percentage 
points higher than in 1986 and the highest annual rate recorded in 
the past 11 years. This performance substantially exceeded the 

6.2 percent forecast by the Hong Kong Government at the beginning of 
the year and was still higher than the 12 percent estimated by the 
government in its mid-year review. 


FOREIGN TRADE 


DOMESTIC EXPORTS: The principal factor contributing to Hong Kong's 
continued economic growth was the sustained high performance of 
domestic exports throughout most of 1987, although there were some 
signs of slowing in the latter part of the year (up 26 percent on 
average in the first three quarters and 16 percent in the fourth 
quarter). For 1987 as a whole, domestic exports, valued at 

$25,039 million, grew by 23 percent in real terms compared to a 

16 percent increase in 1986. Sustained strong demand in Hong Kong's 
major overseas markets accounted for much of the growth. In 
particular, the depreciation of the Hong Kong dollar, in line with 
the depreciation of the U.S. dollar under the linked exchange rate 
system, enhanced the price competitiveness of Hong Kong's products 
abroad. The growth in domestic exports was particularly noticeable 
in China Cup 52 percent in real terms over 1986), Japan (up 

41 percent), West Germany (up 27 percent) and the United Kingdom (up 
27 percent), as a result of the continued increase in Hong Kong's 
outward processing trade with China and the depreciation of the 

Hong Kong dollar vis-a-vis the yen, deutschemark, and pound. 


The principal commodities exported in 1987 included clothing, 
textiles, watches and clocks and plastic toys and dolls. These 
accounted for 33 percent, 8 percent, 7 percent and 4 percent, 
respectively, of the total value of domestic exports. Domestic 
exports of clothing grew by 17 percent in real terms to 
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$8,377 million, while those of textiles rose by 38 percent to 

$2,052 million. Substantial increases were also recorded for 
domestic exports of watches and clocks (up 18 percent in real terms), 
electronic components (up 20 percent) and metal manufactures (up 

27 percent). 


The United States remained by far Hong Kong's largest market, 
accounting for 37 percent of the total value of the territory's 
domestic exports in 1987. Hong Kong's domestic exports to the 
United States, valued at $9,338 million, grew by 10 percent in real 
terms during the year compared with 9 percent in 1986. Exports of 
clothing, accounting for 44 percent of the total value of domestic 
exports to the United States, grew by 12 percent in real terms. 
Other major domestic export items to the U.S. market, such as 
textiles, watches and clocks and metal manufactures, also registered 
impressive real growth. 


REEXPORTS: In 1987 reexports grew by 46 percent in real terms, to 
$23,439 million, compared to 14 percent in 1986. The high reexport 
growth was largely attributable to the territory's flourishing 
entrepot trade with China. Apart from China, which accounted for 33 
percent of the total value of reexports by market in 1987, other 
major reexport markets included the United States 

(18 percent share), Japan (5 percent share), and Taiwan (5 percent 
share). China also remained the most important source of goods 
reexported through Hong Kong, accounting for 46 percent of the 
total, followed by Japan (13 percent), the United States, and 
Taiwan, (both 7 percent). The major categories of goods reexported 
through Hong Kong were raw materials, semimanufactures and consumer 
goods. 


IMPORTS AND RETAINED IMPORTS: Due to its deficiency of natural 
resources, Hong Kong relies heavily on imports of raw materials and 
semimanufactures, foodstuffs, consumer and capital goods. The total 
value of Hong Kong's imports reached $48,467 million in 1987, an 
increase of 32 percent in real terms. The high import growth was 
attributable partly to the territory's upsurge in reexport trade and 
partly to increased domestic demand in the buoyant local economy. 
China retained its position as the premier source of Hong Kong's 
imports, accounting for 31 percent of the total. During 1987, 
imports from China grew by 42 percent in real terms, reflecting the 
shift of labor-intensive manufacturing from Hong Kong to southern 
China. Other major suppliers included Japan (19 percent of the 
total), Taiwan (9 percent) and the United States (9 percent). 
Imports from the United States grew by a hefty 32 percent in real 
terms in 1987 compared with only 5 percent in the previous year. 


With the exception of foodstuffs and fuels, imports of which 
increased by only 12 and 4 percent, respectively, in real terms, all 
other major end-use categories of imports grew substantially. 
Consumer goods imports were up 35 percent, raw materials and 
semimanufactures by 34 percent, and capital goods by 35 percent. 
Within the overall growth rate of imports, retained imports grew by 
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an estimated 21 percent in real terms. Particularly noteworthy were 
the real increases recorded for raw materials and semimanufactures 
(up 27 percent) and capital goods (up 26 percent). Within the 
capital goods category, industrial machinery and equipment grew by 
18 percent. 


BALANCE OF VISIBLE TRADE: As total exports only slightly exceeded 
imports last year, Hong Kong recorded a visible trade surplus of $11 
million, down from $74 million in 1986. 


EARLY 1988 TRADE INDICATORS: Trade data for the first 4 months of 
1988 suggest another good year for Hong Kong's exports, albeit less 
spectacular than 1987. The rate of growth of domestic exports has 
slowed since the third quarter of 1987. In the first quarter of 
this year, domestic exports grew by about 11 percent in real terms 
compared with 28 percent in the first quarter of 1987 and 23 percent 
for 1987 as a whoie. Domestic export growth slowed further in April 
(10.4 percent). This was not unexpected given the slow growth rate 
of retained imports in the first quarter (4 percent in real terms). 
For January-April, the value of Hong Kong's domestic exports rose by 
13.5 percent and reexports by 44.9 percent vis-a-vis the 
corresponding period in 1987. Imports increased by 27.6 percent, 
resulting in an overall visible trade deficit of $669 million, 
equivalent to 3.8 percent of the value of imports. This compares 
with $648 million in the first 4 months of 1987. Prices of both 
domestic exports and reexports increased by 3 percent while import 
prices rose by 5 percent in the first quarter of the year. Asa 
result, the terms of trade index declined by 1 percent. 


First quarter domestic exports to the United States, Hong Kong's 
largest single market, were up by only 3 percent in value terms and 
declined by 1 percent in real terms. Imports from the United 
States, however, increased by a nominal 20 percent and by 16 percent 
in real terms. Domestic export growth to other major markets also 
slowed: The real growth rate of exports to China dropped from 

74 percent in the first quarter of 1987 to 20 percent in the first 
quarter of 1988; to Japan, from 57 to 16 percent; to West Germany, 
43 to 12; and to the United Kingdom, 23 to 17. Import growth, 
mostly attributable to the reexport trade, also slowed, to 

20 percent in real terms. 


We expect trade to continue to expand this year, paced by more 


moderate growth in domestic exports in the coming months. 
Re-exports will continue to dominate the pattern of external trade. 


DOMESTIC DEMAND 


Along with the territory's strong domestic export performance, 
private consumption demand firmed in 1987 as a result of rising 
wages and salaries, low interest rates, and the ready availability 
of personal loan facilities from financial institutions. Private 
consumption expenditure grew by 10.8 percent in real terms compared 
with 9.6 percent in 1986. Government consumption expenditure rose 
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by 4.7 percent in real terms. Reflecting local industrialists' 
confidence, investment, measured in terms of gross domestic fixed 
capital formation, recorded a real growth rate of 15.2 percent in 
1987. Investment in plant and machinery increased substantially by 
27.3 percent in real terms, while private sector expenditure on 
building and construction increased by 6.4 percent (real). 


LABOR 


As a result of buoyant economic conditions, both the seasonally 
adjusted unemployment and underemployment rates remained low at 
1.8 percent and 1 percent, respectively, during much of 1987. As 
this represented virtual full employment in the territory, labor 
market conditions remained tight, particularly in construction, 
textiles and electronics manufacturing, and services. There was 
significant upward pressure on wages and salaries, although it was 
largely limited to construction (real wage increase of 19 percent) 
and some parts of the services sector (hotels and restaurants). 
Average per capita payroll expenses in manufacturing grew by only 
1 percent in real terms despite the labor shortage. Low wage growth 
in manufacturing is symptomatic of the continuing shift of 
labor-intensive jobs from Hong Kong to China. 


INFLATION 


Continuing the upward trend which began in the fourth quarter of 
1986, the rate of inflation, as measured by the rate of increase in 
the Consumer Price Index (A) (the low income market basket), 
increased from an average of 2.8 percent in 1986 to 5.5 percent in 
1987. Inflation accelerated further during the first quarter of 
1988, showing a year-on-year rate of increase of 6.8 percent 
compared with corresponding rates of increase of 4.3, 5.4, 5.6 and 
6.7 percent in the previous four quarters. The pressure of demand 
relative to supply within the economy, rapid monetary and credit 
expansion during 1987, low interest rates, the depreciation of the 
Hong Kong dollar and the recent increase in the prices of goods 
imported from China have contributed to the current rate. Analysts 
expect inflation to average 7 to 8 percent for the year 1988. The 
Hang Seng Index (HSI), which measures a market basket of goods 
purchased by the higher income sector of the population, increased 
by 7.6 percent in the first quarter and may reach 10 percent by the 
end of the year. 


MAJOR INDUSTRIAL SECTORS 


TEXTILES AND APPAREL: Textiles and clothing constitute Hong Kong's 
largest and most important industry, accounting for about 42 percent 
of the territory's total domestic exports and approximately 

44 percent of the manufacturing work force. In 1987 domestic 
exports of apparel and clothing accessories grew by 17 percent in 
real terms to $8,377 million, while those of textile yarn and 
fabrics grew substantially by 38 percent to $2,052 million. 
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Performance improved as a result of depreciation of the Hong Kong 
dollar vis-a-vis most major currencies. 


The United States remained by far Hong Kong's largest market for 
textiles and apparel, taking about 41 percent of the territory's 
total domestic exports. This represented a drop, however, from 

45 percent in 1986. Exchange rate movements were operative: 
textiles and apparel exports to the United States grew by a nominal 
19 percent, compared to West Germany (up 37 percent), the United 
Kingdom (up 25 percent), China (up 52 percent) and Japan (up 

53 percent). 


ELECTRONICS: The electronics industry is Hong Kong's second largest 
export earner after clothing. Domestic exports of electronic 
products, valued at $5,390 million, grew by 26 percent in 1987. 
Manufacturers’ current strong order book positions (averaging about 
5 months in March 1988) suggest that electronic export prospects 
remain bright for 1988, although slower growth is expected in the 
second half of the year. Recent appreciations of the yen, New 
Taiwan dollar and Korean won against the Hong Kong dollar have 
increased production costs of imported electronic components and 
have cut into manufacturers’ profit margins. In response to the 
cost rise and prevailing labor shortages in the industry, 
manufacturers continue to shift assembly operations to southern 
China. 


Electronic items with relatively low household penetration levels in 
the United States, such as stereo and projection television sets, 
camcorders, personal computers and peripherals, cordless telephone 
devices and security systems, offer continued modest growth 
opportunities for Hong Kong electronics exports to the U.S. market 
this year. To assess obstacles and future growth prospects, the 
government will commission a study of the local electronics industry 
in 1988. 


WATCHES AND CLOCKS: This industry ts the third largest export 
earner among Hong Kong's manufacturing industries. Domestic exports 
of watches, clocks and accessories, reaching $1,718 million, grew by 
18 percent in 1987, as a result of sustained demand from the 
territory's major overseas markets. Rising production costs of 
imported watch parts and components from Japan and Switzerland and 
growing competition from Taiwan and South Korean suppliers producing 
low end products have, however, cut into manufacturers' profit 
margins. To maintain their competitive edge, some local 
manufacturers are moving operations to China and are concentrating 
on technological and design innovations to produce high end products. 


TOURISM: In 1987 Hong Kong's tourist industry, the territory's 
third largest foreign exchange earner, had its best year ina 
decade. Total visitors, excluding those from the mainland, topped 
4.5 million, up 21 percent over 1986. Particularly notable were 
increases in the numbers of visitors from Japan, up 42 percent to 
over one million, and Taiwan, up 61 percent to 354,000. The latter 
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was the result of Taiwan's lifting of the ban on travel to China via 
third countries. Together, tourists from Japan and Taiwan accounted 
for 31 percent of total arrivals last year. Japan further 
strengthened its position as the number one source country while 
Taiwan rose to third place following the United States. Visitors 
from the United States increased by 12.6 percent; those from Western 
Europe, by 20 percent. Visitors spent a total of $3.3 billion last 
year, $1.7 billion, or 51.7 percent, on shopping. The Japanese 
alone spent about $897 million, double that in 1986. The human 
traffic across the Chinese border for business as well as for 
tourism and visiting relatives was also enormous. Such trips 
totalled 14 million in 1987. With the room occupancy rate for all 
Hong Kong Tourist Association member hotels averaging 90 percent, 
the hotel industry effectively operated at full capacity. 


The outlook for this year is also promising. Although last year's 
exceptional performance may not be repeated due to slower economic 
growth in major source countries, the number of incoming tourists 
should remain at a high level supported by the influx of Japanese 
and Taiwanese visitors and the improved competitiveness of the 
tourist industry itself. The average hotel room occupancy rate is 
expected to remain at 87 percent notwithstanding the increase in the 
number of hotels due for completion in the months ahead. In the 
near term, the tourist industry should continue to enjoy buoyant 
business, although it will grapple with shortages of trained staff. 


THE FINANCTAL SECTOR 


FOREIGN EXCHANGE MARKET: Expectations of a revaluation of the 
Hong Kong dollar from its linked rate with the U.S. dollar 

(HK$7.80 equals US$1.00) generated huge inflows of funds into 

Hong Kong dollars during December 1987 and January 1988. In the 
month of December alone, the Hong Kong dollar component of M-1 
skyrocketed by almost 14 percent. The flood of funds into Hong Kong 
dollars dropped interbank interest rates to as low as one-eighth of 
] percent for overnight deposits. However, faced with the 
government's clear determination to maintain the link, a recovery in 
the value of the U.S. dollar against other major currencies, and the 
threat of a negative interest charge on large Hong Kong dollar 
deposit balances, speculation on a revaluation subsided in March; 
and funds flowed out of Hong Kong dollars. The M-1 money supply 
contracted in March 1988 (by 7.2 percent), interest rates rose to 
the 5 to 7 percent range, and the Hong Kong dollar traded on the 
weak side of the exchange rate link from March to mid-June. 


In September 1987, the Hong Kong Government developed a new 
effective exchange rate index with trade weights which more 
accurately reflect current trading patterns. According to this 
index, the trade competitiveness of the Hong Kong dollar is 
virtually unchanged from the base period of October 1983. The index 
has not fluctuated significantly since its creation, indicating that 
the Hong Kong dollar has been stable on a trade-weighted basis. 
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BANKING SECTOR: The banking sector reported strong growth in 
profits in 1987 (up 27 percent on average). It should be noted, 
however, that local regulations allow banks to maintain “inner 
reserves," which are not made public. By transferring funds into 
and out of inner reserves, banks can report steady profit growth 
even when they have suffered losses. Total deposits in the domestic 
banking system grew by 28 percent in 1987 to over US$90 billion. 
About 56 percent of the deposits were denominated in foreign 
currencies and 44 percent in Hong Kong dollars. Chinese-owned banks 
registered the fastest deposit growth (up 36 percent), followed by 
European-owned banks (up 33 percent). These two groups gained 
market share from Japanese, U.S., and local banks. Total assets in 
the banking system grew by 50 percent to US$413 billion. About 

55 percent of total assets were held by Japanese banks. U.S. and 
Chinese banks each held about 7 percent; European banks, 15 percent; 
and local banks, 16 percent. At the end of 1987, Hong Kong had 

154 licensed banks (up from 148 in 1986) and 272 deposit-taking 
companies (down from 292 in 1986). 


STOCK AND FUTURES EXCHANGES: Fueled by buoyant economic conditions, 
low interest rates, high corporate profits and low share 
price/earnings ratios relative to alternate markets, the Hang Seng 
Index (HSI) rose strongly during the first 9 months of 1987, surging 
to a record high of 3,950 points on October 1. At the same time, 
the Hang Seng stock Index futures contract grew spectacularly to 
become the second largest financial futures contract in the world 
measured in terms of number of contracts traded. The volume of 
shares traded on the stock exchange tripled compared with previous 
record highs, and the turnover on the futures exchange even exceeded 
that of the stock exchange. 


However, the antiquated settlement system of the stock exchange 
could not keep pace with transactions; and, following the crash in 
New York on October 19 and a 421-point drop in Hong Kong, the 

Hong Kong exchange suspended trading for 4 days in the hope of 
calming panic selling, confusion, and disorder in the market. After 
the stock exchange closed, the futures exchange, which dealt in Hang 
Seng Index futures, could not continue trading; and it was 
discovered that many futures brokers and clients were unable or 
unwilling to meet increased margin calls. The size of the potential 
defaults swamped the meager resources of the Futures Guarantee 
Corporation, and the Government was forced to put together a HK$2 
billion support package to keep the exchange from going bankrupt, 
which would have had a damaging impact on world capital markets. 
When trading resumed on October 26, the HSI lost over one-third of 
its value, plunging 1,120 points. This required an additional HK$2 
billion fund to be put together to ensure that the Futures Guarantee 
Corporation could meet its obligations. 


In response to the crash, the government ordered a study of local 
securities markets by an independent securities review committee. 
This report, published on June 2, 1988, recommended extensive 
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reorganization of the stock and futures exchanges and the 
government's regulatory agencies. 


THE PROPERTY MARKET: The property market was buoyant in the first 
three quarters of 1987, as comparatively low prices and high returns 
from prime commercial, residential and industrial sites attracted 
investors from Japan, Taiwan, Australia and China. Although 
property transactions fell in both number and value following the 
stock market crash, the abundant, low-interest credit associated 
with defending the exchange rate link stimulated mortgage lending. 
Property prices remained generally steady during the first quarter 
of 1988, with rentals for some segments of the market, particularly 
smaller residential flats and prime commercial property, recording 
increases. 


The year 1988 is expected to be another good one for the property 
market, although demand will be weaker than in 1987. This 
anticipated slowdown, combined with an increased supply of property 
coming on stream, will likely cause a reduction in take-up rates and 
increases in vacancy rates for certain segments of the market. 
Others, however, will continue to perform strongly. Prices in 
general are expected to rise only slightly this year, but those for 
prime residential and commercial property will probably increase 
slightly faster than the expected inflation rate. Recent prices 
fetched at government land auctions suggest that developers are 
optimistic about the investment property market outlook in the short 
to medium term. 


PART B -- IMPLICATIONS FOR THE UNITED STATES 


Trade traditionally has been a major component of U.S.-Hong Kong 
bilateral relations. Since 1980, two-way trade has nearly doubled, 
and Hong Kong has consolidated its position as one of our top 15 
trading partners worldwide. And yet the Hong Kong market remains 
virtually untapped by the majority of American firms. 


Hong Kong is a market which offers considerable potential for 
American firms, now more than ever. It is an important market 

in its own right, and it is increasingly important for U.S. 
companies doing business in China. For U.S. companies whose new 
competitiveness has spurred an interest in exploring new 
opportunities abroad, Hong Kong is a market of opportunity. 
Certainly no other market in the world can compare with Hong Kong's 
openness. 


BEST SALES PROSPECTS 


FOODS AND AGRICULTURAL COMMODITIES: Hong Kong is an important and 
growing market for American foods and agricultural conmodities. 

U.S. exports of agricultural products to Hong Kong totalled 

$466 million in 1987 (U.S. figures), up from $395 million in 1986. 
Hong Kong consumes $77 worth of U.S. agricultural products per 
person each year. Hong Kong's total imports of food and commodities 
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(such as tobacco, cotton, and furskins) amounted to $4.8 billion in 
1987. Of this amount, over $3 billion is in the form of 
value-added/high-value agricultural products, making Hong Kong the 
second largest value-added market in the Pacific Rim. The best 
opportunities for U.S. agricultural products will continue to be 
fruits and vegetables, poultry, eggs, meat and meat products, 
ginseng, tobacco, wheat, furskins, wine, beer and other high-value 
food products. 


HOSPITAL AND PHYSICAL THERAPY EQUIPMENT: Plans by the Hong Kong 
Government for construction of four major hospitals in the next 
decade, coupled with limited domestic production of hospital 
equipment, make Hong Kong an excellent market for U.S. manufacturers 
of hospital and physical therapy equipment. The import market for 
such equipment was estimated at $161 million for 1987, and demand 
for such equipment is expected to increase by at least 17 percent 
annually through 1990. This anticipated growth will be fueled by 
increased domestic consumption as well as expanding reexports to 
China as China proceeds with plans to upgrade its own hospital 
facilities. 


U.S. suppliers have traditionally held a large share of the Hong 
Kong market. U.S. hospital and physical therapy equipment suppliers 
enjoy a good reputation for product durability and reliability as 
well as for their high caliber of technical support. U.S. exports 
totalled nearly $50 million in 1987, a jump of 20 percent over 1986; 
and the U.S. share of the Hong Kong market is expected to grow 

10 percent annually for the next 2 years. Best prospects for sales 
to Hong Kong, both for its own use and for reexport to China, 
include cardiology equipment, neurological equipment, ophthamological 
equipment and instruments, renal equipment, operating room aids, 
products for pediatrics and obstetrics, general hospital equipment 
and rehabilitation aids, and high-technology monitoring, diagnostic 
and research equipment. 


FRANCHISING: The Hong Kong market for franchises has experienced 
remarkable growth in the past decade, and prospects for continued 
expansion are excellent. There are several reasons for such 
optimism: 2 consecutive years of double-digit GDP growth; an 
average 8 percent increase in retail sales in the last 5 years; 

a young and reasonably affluent population; and a booming tourist 
trade. 


Best prospects for U.S. franchises are in the retail merchandise, 
food, and service sectors. Retail merchandise franchises which 
introduce new concepts and concentrate on up-scale marketing 
techniques will have the edge in the Hong Kong market. In the food 
sector, restaurants are predicted to do well, with an expected 
annual growth rate of 15 percent over the next 2 years. (There are 
currently over 600 fast-food franchises in Hong Kong.) 
Opportunities also exist in the service sector, particularly for 
convenience stores, car rental companies, hotels, dry cleaners, 
courier services and computer training services. 
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TEXTILE FABRICS: In 1987, Hong Kong was one of the world's largest 
importers of textile raw materials, purchasing over $7 billion worth 
of fibers, yarns, fabrics, and made-up articles. Textile fabrics 
accounted for $4.5 billion of this total, a growth of 20 percent 
over 1986. Roughly 90 percent of textile fabric imports are used by 
Hong Kong's garment industry to manufacture apparel for export; 

Hong Kong's domestic market absorbs the remaining 10 percent of the 
total. The United States supplied $29 million, or less than 

1 percent, of Hong Kong's market for textile fabrics in 1987. 


Prospects for increased U.S. sales of textile fabrics during the 
next 5 years are bright, especially for specialty and designer 
fabrics where design, quality, and technical requirements are of 
primary importance. The depreciation of the U.S. dollar against the 
currencies of its major competitors should also help increase U.S. 
market share. In addition, U.S. exporters could take advantage of 
the current denim boom in Hong Kong. Denim supply is so limited 
that sales are determined by source rather than price. 


Although there are no import tariffs on textile fabrics, penetrating 
this highly competitive market will require a determined effort on 
the part of U.S. suppliers. 


CARPETS AND RUGS: In 1987, Hong Kong imported $67 million worth of 
carpets and rugs. Of that total, $7.2 million worth, mostly man-made 
fiber carpets, came from the United States. Approximately 70 percent 
of total sales were to offices and retail sales establishments; 

25 percent of all purchases were made by restaurants and hotels. 

A number of hotels and office buildings are slated for completion in 
the next few years in Hong Kong, and this should spur additional 
market growth. 


Price is the major factor in gaining market share, although quality 
and product design are important, especially at the high-value end 
of the market. Prompt delivery is a crucial factor in making sales. 


COMPUTER EQUIPMENT AND COMPUTER SOFTWARE: Hong Kong is the world's 
third largest financial center, and demand for computer equipment 
and specialized software is high. Banks and other deposit-taking 
institutions, insurance companies, foreign exchange and money 
brokers, and stock and commodity brokers are prospective end-users 
of computer systems and data-processing equipment. Other important 
markets for U.S. suppliers are the numerous Hong Kong Government 
institutions and the utility companies. All are sophisticated users 
of American systems. Opportunities exist for those U.S. firms which 
offer substantial benefits to their customers in terms of speed, 
accuracy, reliability, and after-sales service. 


INDUSTRIAL PACKAGING EQUIPMENT AND MATERIALS: Because Hong Kong's 
light industrial sector is faced with a diminishing supply of labor, 
there is an expanding demand for products that will take over manual 
packaging, wrapping, and shipping functions. Blister pack, bubble 
pack, automatic card wrapping, labeling, and stamping machinery will 








— 


all find markets among consumer product manufacturers. The 
successful U.S. supplier is prepared to provide service and supplies 
for its equipment. 


OFFICE EQUIPMENT AND FURNITURE: The Hong Kong market for office 


equipment and furniture is surging. With the expansion of the 
territory's service trades and the increasing number of companies 
which have located their regional and China-related operations in 
Hong Kong, there is a growing demand for U.S.-built furniture and 
supplies. 


POLLUTION CONTROL EQUIPMENT: Another high--potential sector for 
U.S. firms is pollution control equipment and services. The Hong 
Kong Government is increasingly emphasizing pollution control - 
everything from waste treatment to noise abatement. The United 
States is regarded as the world's leading supplier of environmental 
protection products. 


PLASTIC RAW MATERIALS: Hong Kong manufacturers will continue to 
demand plastic raw materials for expansion of the light industry 
sector. These manufacturers must respond to market forces and 
shifts in demand and are always interested in new materials that 
will help them keep this flexibility. 


INVESTMENT OPPORTUNITIES: U.S. firms collectively constitute the 
second largest source of foreign investment in Hong Kong after 
China. Although estimates vary widely depending on source, the 


Consulate General believes that total U.S. investment in Hong Kong 
today approaches $6 billion. 


There are promising areas for U.S. investment in both commercial and 
industrial markets. For example, U.S. firms offering financial 
services and, more recently, legal services have blossomed in Hong 
Kong. Others, such as insurance, have also found strong market 
acceptance. 


In the manufacturing sector, the electronics, textiles, and toy 
industries continue to attract investment, and manufacturing of 
electronic components and subassemblies have developed rapidly. 
Other promising areas for investment include manufactured consumer 
products, telecommunications equipment, light materials 
manufacturing, electronic data processing machines, consumer 
appliances, restaurants (fast foods, etc.) and consumer-oriented 
franchises and joint ventures. 


Among the inducements for investment in Hong Kong are a skilled 
labor force, an established code of commercial law, excellent 
communications and transportation links, enforced protection for 
intellectual property and government policies of free and open trade 
and investment. 


Disadvantages for foreign investors include the high cost of office 
and residential space, overcrowding and strained, albeit excellent, 
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infrastructural facilities, particularly in the transport sector. 
Increasingly, manufacturers are feeling the pinch of a labor 
shortage, encouraging the trend toward subcontracting or relocating 
facilities in China. 


CHINA DIMENSION 


China's open-door policy, initiated in 1979, and the resulting 
increase in foreign-trade opportunities have increased the 
importance of Hong Kong as an entrepot for China trade in recent 
years. Last year approximately 27 percent of China's total foreign 
trade passed through Hong Kong. 


For American firms operating in China, Hong Kong has been the single 
most-important entrepot for trade. In 1987 some $795 million of 
U.S. goods were reexported to China through Hong Kong (10 percent of 
the territory's total reexports). Similarly, China transshipped 
$3.6 billion in goods, or about 33 percent of total exports, to the 
United States in 1987. (Source: Hong Kong Census and Statistics 
Department) 


Although China has become much more accessible to foreign business 
persons in recent years, many continue to rely on Hong Kong as a 
base of operations, particularly because of its well-developed 
capital markets. China's open- door policy, the burgeoning of 


offices representing Chinese industrial, financial, trading, and 
provincial interests (some 500 today), the territory's proximity to 
two of China's Special Economic Zones, and its close economic and 
commercial ties with the Pearl River Delta region ensure that Hong 
Kong will continue to play a pivotal role in China's trade and 
investment picture. 
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